
BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF HAWAH 

In the Matter of 

PUBLIC UTILITIES COMMISSION 

Instituting a Proceeding to Investigate 
Implementing a Decoupling Mechanism for 
Hawaiian Electric Company, Inc., 
Hawaii Electric Light Company, Inc., and 
Maui Electric Company, Limited 

DOCKET NO. 2008-0274 

•lOINT PROPOSAL ON DECOUPLING AND STATEMENT OF POSITION 
OF THE HECO COMPANIES AND THE CONSUMER ADVOCATE 

EXHIBITS " A " - " C " 

AND 

CERTIFICATE OF SERVICE 

f " : 

—. 
", 

<• ' > 

- J 

' J 
CJ) 

V 

1 J 

•^1 

n 
• • ) 

JONS. ITOMURA, ESQ. 
LANE H. TSUCHIYAMA, ESQ. 
P.O. Box 541 
Honolulu, Hawaii 96809 

Attorneys for 
DIVISION OF CONSUMER 
ADVOCACY OF THE DEPARTMENT 
OF COMMERCE AND CONSUMER 
AFFAIRS 

GOODSILL ANDERSON QUINN & STIFEL 
A LIMITED LIABILITY LAW PARTNERSHIP LLP 

THOMAS W. WILLIAMS, JR., ESQ. 
PETER Y. KIKUTA, ESQ. 
DAMON L. SCHMIDT, ESQ. 
Alii Place, Suite 1800 
1099 Alakea Street 
Honolulu, Hawaii 96813 
Telephone: (808) 547-5600 
Facsimile: (808) 547-5880 

Attomeys for 
HAWAIIAN ELECTRIC COMPANY, INC., 
HAWAII ELECTRIC LIGHT COMPANY, INC., and 
MAUI ELECTRIC COMPANY, LIMITED 



BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF HAWAII 

In the Matter of 

PUBLIC UTILITIES COMMISSION 

Instituting a Proceeding to Investigate 
Implementing a Decoupling Mechanism for 
Hawaiian Electric Company, Inc., Hawaii 
Electric Light Company, Inc., and Maui 
Electric Company, Limited 

T : 
r_i 

r . r" 
: ^ c S 
- y 

1 - f '— 

• - •1 

C'J 

f -TJ 

• > 
r-

zo 

'D 
fr" 

r o 

'1 

1 
! ' l 
a 

DOCKET NO. 2008-0274 

JOINT PROPOSAL ON DECOUPLING AND STATEMENT OF 
POSITION OF THE HECO COMPANIES AND CONSUMER ADVOCATE 

Hawaiian Electric Company, Inc. ("HECO") and its subsidiaries Maui Electric 

Company, Limited ("MECO") and Hawaii Electric Light Company, Inc. ("HELCO") 

(referred to jointly as the "HECO Companies" or the "Companies"'), and the Division of 

Consumer Advocacy, Department of Commerce and Consumer Affairs (the "Consumer 

Advocate"), herein provide their joint Proposal on Decoupling ("Joint Decoupling 

Proposal") and Stalement of Position ("SOP")." 

The Joint Decoupling Proposal includes a sales decoupling mechanism, which 

will be implemented through a Revenue Balancing Account and a Revenue Adjustment 

Mechanism. The purpose of the sales decoupling mechanism is to remove the linkage 

between utility sales and revenues, in order to encourage energy efficiency. The purpose 

of the Revenue Adjustment Mechanism is to adjust revenues decoupled from sales to 

' "Company" refers to any one of the individual HECO Companies. 
"" In accordance wilh the Order Approving, wiifi Modifications. Stipulated Procedural Order Filed on 
December 26. 200H. issued by the Commission on January 21, 2009, the Parties' Initial Statements of 
Position on HECO Companies and Ctinsumer AdvcKate Proposal{s) and Parlies' Submittal of Decoupling 
Proposals are lo be filed on March 30, 2(X)9. 
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reflect changes in revenue requirements between rale cases, which should help mainiain 

the ulilily's financial integrity and ability to invest in the infrastructure necessary to meet 

Hawaii's 70% clean energy objective, while maintaining reliable service to customers. 

The specific tariff provisions included in the Joint Decoupling Proposal are (1) a 

Revenue Balancing Accounl ("RBA") Provision, as set forth in Exhibit "A", and (2) a 

Revenue Adjustment Mechanism ("RAM") Provision, as set forth in Exhibit "B". A 

third Exhibit "C" is also included to compare the preliminary proposals oflhe Companies 

and the Consumer Advocale, as filed on January 30 in this Docket, to the specific 

provisions set forth in Exhibits A and B that have now been agreed upon by the 

Companies and Consumer Advocale. Exhibits A, B and C are illustrative and would be 

applicable to HECO, while several modifications described herein would be required lo 

conform these RBA and RAM tariffs for application to MECO and HELCO. 

I. INTRODUCTION 

A, HAWAII CLEAN ENERGY INITIATIVE ("HCEI") AGREEMENT 

The Joint Decoupling Proposal is intended to be consistent with the decoupling 

mechanism agreed to in the landmark Energy Agreement among the State of Hawaii, 

Division of Consumer Advocacy of the Department of Commerce and Consumer Affairs, 

and the Hawaiian Electric Companies. 

On October 20, 2008, the Governor of the State of Hawaii, the State of Hawaii 

Department of Business, Economic Development and Tourism, and the State of Hawaii 

Division of Consumer Advocacy of the Department of Commerce and Consumer Affairs 
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("Consumer Advocate") and the HECO Companies entered into this comprehensive 

agreement, generally identified as the Hawaii Clean Energy Initiative ("HCEI") 

Agreement,"* designed to move the State away from imported fossil fuels and toward 

renewable energy. 

The HCEI Agreement acknowledges thai the signatories of the agreement must 

"move more decisively and irreversibly away from imported fossil fuel for electricity and 

transportation and towards indigenously produced renewable energy and an ethic of 

energy efficiency." While memorializing the commitment by the signatories to support 

the acceleration to a much more renewable, distributed and intermittent-powered system 

wilh a smart grid,' the signatories also recognized the "need to assure that Hawaii 

preserves a stable electric grid to minimize disruption lo service quality and reliability. 

In addition, we recognize the need for a financially sound electric utility. Both are vital 

components for our achievement of an independenl renewable energy future."'' 

^ Hawaiian Electric Company. Inc. ("HECO"). Hawaii Electric Light Company. Inc. ("HELCO"). and 
Maui Electric Company, Limited ("MECO"}. collectively ihe "HECO Companies', 
^ Energy Agreement among llie Slate of Hawaii. Division of Consumer Advocacy of the Department of 
Commerce & Consumer Affairs, and Hawaiian Electric Companies, generally identified as the "HCEI 
Agreement". 

The Energy Agreement discusses and documents a number of new initiatives and renewable energy 
projects Ihat will assist in achieving Ihe Slate's goal of promoting and increasing the use and development 
of renewable energy resources. These programs and projects include but are not limited to: a competitive 
request for propt)sal for 100 MW oi non-firm renewable energy on Oahu. small, medium and large wind 
projects on all islands which could total nearly 500 MW. waslc-to-energy projects in ihc range of 30 MW. 
ocean thermal projects {potentially up to 100 MW). the increased use of biofuels where appropriate, 
proposed solar, biomass, wave and geothermal projects in the range of 40 MW and development of both a 
Photovoltaic ("PV") Host program and a feed-in tariff ("FIT") program. 

The HCEI Agreement includes commitments to encourage the Commission lo modify the traditional 
ratemaking model by implementing (i) revenue decoupling, and (ii) a formula RAM allowing rales lo 
increase beiween general rale cases, and (iii) surcharge rate recovery of selected Clean Energy 
Infrastructure ("CEI") project cosls. Renewable Energy Infrastructure Program ("REIP") Surcharge 
proposals have been considered by ihe Commission in Docket Nos. 2007-(){X)K and 2007-0416 and in the 
pending Advanced Metering Infrastructure ("AMI") Docket No. 2008-0303. 
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In Section 28, "Decoupling from Sales", oflhe HCEI Agreement, the signatories 

agreed to a decoupling mechanism that separates ("decouples") the HECO Companies' 

revenues from energy sales. Section 28 stales: 

".. .The parties agree in principle that it is appropriate to adopt a decoupling 
mechanism that closely tracks the mechanisms in place for several California electric 
utilities, as follows: 

1. The revenues oflhe utility will be fully decoupled from sales/revenues 
beginning wilh the interim decision in the 2009 Hawaiian Electric Company Rate 
Case (most likely in the summer of 2009). 

The utility will use a revenue adjustment mechanism based on cost tracking 
indices such as those used by the California regulators for their larger utilities or 
its equivalent and not based on customer count. Such a decoupling mechanism 
would, on an ongoing basis, provide revenue adjustments for the differences 
beiween the amounl determined in the last rate case and: 

(a) The current cost of operating the utility that is deemed reasonable and 
approved by the PUC; 

(b) Return on and return of ongoing capital investment (excluding those projecls 
included in the Clean Energy Infrastructure Surcharge); and 

(c) Any changes in Slate or federal tax rates. 

Adjustments shall occur on a quarterly basis, semi-annual, or annual based on the 
availability oflhe indices utilized. The adjustments will continue until such time 
that they are incorporated in the utility's base rates. 

2. The parties agree that the decoupling mechanism that will be implemented will 
be subject to review and approval by the PUC. 

3. The utility will continue to use tracking mechanisms for Commission-
approved pension and other post-retirement benefits to ensure that the expenses 
are evened out for the ratepayer and are not subject lo sudden and dramatic swing. 

4. The Commission may review the decoupling mechanism at any lime if it 
determines that the mechanism is not operating in the interests oflhe ratepayers. 

5. The utility or the Consumer Advocale may also file a request to review the 
impact of the decoupling mechanism. 
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6. The Commission may unilaterally disconUnue the decoupling mechanism if it 
finds that the public inlerest requires such action. 

7. In order to implement the decoupling mechanism, the parties agree that 
HELCO and MECO will file for a 2009 test year rate case." 

The Commission's Order Initiating Investigation, issued October 24, 2008, stated 

that the joint proposal oflhe HECO Companies and the Consumer Advocate should 

address all oflhe factors idenfified in the Energy Agreement (page 9, Ordering 

Paragraph 2). 

B . .TANUARY 30, 2009 PRELIMINARY PROPOSALS 

The Consumer Advocate's HECO/MECO/HELCO Rate Adjustment Mechanism 

"RAM" Conceptual Framework Proposal, filed January 30, 2009, was developed in 

consultation with its consultant, Utilitech, Inc. '̂  The Consumer Advocate's January 30' 

filing included a summary description of its proposal, which the Consumer Advocate 

supplemented in written responses lo informal informafion requests, including further 

illustrations of how the mechanism would work. 

The Consumer Advocale noted that its RAM outline was a "discussion draft and 

does not represent the final position of the Consumer Advocate, which is still under 

formation ihrough ongoing discussions with the parlies lo this proceeding. It is offered lo 

stimulate dialogue around the many complex issues raised by substitution of formula 

ratemaking in place of more traditional processes." 

In the Order issued on December 4. 2008. in the instant proceeding, the Commission granted intervention 
to Life oflhe Land. Hawaii Renewable Energy Alliance, Haiku Design and Analysis. Hawaii Holdings. 
LLC dba First Wind Hawaii, the State of Hawaii. Department of Business, Economic Development, and 
Tourism, Hawaii Solar Energy Association, and Blue Planet Foundation. On February 13, 2009, Life t)f ihe 
Land filed a Notice of Withdrawal which was approved in the Commission's Order Approving Notice of 
Withdrawal, issued on February 24, 2(X)9. 

In its preliminary proposal, the Consumer Advocate referred lo ihe combination of decoupling with an 
RBA and periodic formula-driven changes to authorized revenues as a "Rate Adjustmenl Mechanism" or 
"RAM". 
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The HECO Companies' Revenue Decoupling Proposal, filed January 30, 2009, 

with corrections filed February 3, 2009, was developed in consultation with its 

consultant. Pacific Economics Group, LLC ("PEG"). The HECO Companies' 

preliminary proposal and the accompanying PEG report. Revenue Decoupling for 

Hawaiian Electric Companies, discussed various forms of decoupling, including the 

California mechanisms referred to in the HCEI Agreement. 

The HECO Companies also noted that their Decoupling Mechanism proposal was 

preliminary, and was intended to facilitate discussion, and that they might refine their 

Decoupling Mechanism proposal in their Stalement of Position to be submitted March 

30. 2009, in order to take into account the information shared by the Parties at a 

workshop held on February 27, 2009, and Ihrough responses to informafion requests. 

Prior to submitting their preliminary proposals, the representatives of the HECO 

Companies and PEG (by phone) met with the representatives of the Consumer Advocate 

and its consultant, Utilitech, over two days on December 16 and 17, 2008 to discuss 

decoupling concepts and implementation mechanisms. The HECO Companies provided 

a preliminary draft of their proposal lo the Consumer Advocate on January 20, 2009, 

provided eariier drafts of the PEG report on November 25, 2(X)8 and December 2, 2008, 

and responded to informal requests for informafion to facilitate the discussion over the 

period from December 1, 2008 through January 8, 2009. The HECO Companies noted 

that the extensive participation oflhe Consumer Advocate, and comments and questions 

provided by Utilitech, helped the HECO Companies considerably in formulating their 

preliminary proposal. 
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Thus, while the HECO Companies and the Consumer Advocate separately 

submitted preliminary proposals to facilitate the Commission's review of decoupling in 

this docket, the Joint Parlies hoped to continue their discussions, while considering the 

proposals and perspectives brought lo this proceeding by the other Parties as well. 

C. FURTHER PROCEEDINGS 

On January 21, 2009, the Commission issued a scoping paper, tified 

"Decoupling" Utility Profits from Sales: Design Issues and Options for the Hawaii 

Public Utilities Commission ("Decoupling Scoping Paper"), prepared by the National 

Regulatory Research Institute ("NRRI"). Comments were submitted by the parties on or 

about February 10, 2009, and responses to the questions in Appendix 2 oflhe Decoupling 

Scoping Paper were submitted on February 20, 2009. 

A Technical Workshop attended by all of the parties was held on February 27, 

2009. Representatives from PEG, Utilitech and NRRI were all able to participate. 

Responses to Commission information requests prepared by NRRI following the 

workshop are due on March 30, 2009. 

D. .lOINT DECOUPLING PROPOSAL 

As a result of (1) their informal exchange of information focused on their 

preliminary proposals, (2) the exchange of information and concepts at the Technical 

Workshop, in response to the Scoping Paper and the questions posed therein, and in 

response to the information requests submitted on behalf of the Commission by NRRI, 

and (3) extensive discussions focused on resolving their remaining differences, the 

HECO Companies and the Consumer Advocate have developed a Joint Decoupling 

Proposal. 
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The Joint Decoupling Proposal includes a sales decoupling mechanism, which 

will be implemented through a Revenue Balancing Accounl ("RBA"), and a Revenue 

Adjustmenl Mechanism ("RAM").^ The purpose of the sales decoupling mechanism is lo 

remove the linkage between utility sales and revenues, in order to encourage energy 

efficiency.' The purpose of the Revenue Adjustment Mechanism is to adjust revenues 

decoupled from sales to reflect changes in revenue requirements between rate cases, 

which should help maintain the utility's financial integrity and ability lo invest in the 

infrastructure necessary to meet Hawaii's 70% clean energy objecfive, while maintaining 

reliable service lo customers. 

The conceptual, preliminary proposals developed by the HECO Companies and 

the Consumer Advocate were similar in approach, but there were a number of differences 

in the implementation that were resolved lo arrive at the Joint Decoupling Proposal. 

Exhibit "C" oufiines, in matrix form, each of the significant differences and the manner in 

which each difference was resolved. 

The HECO Companies and the Consumer Advocate are aware that decoupling 

mechanisms are new in Hawaii, although they have been implemented in other 

jurisdictions. Thus, the HCEI Agreement includes a number of proposed review 

provisions that have been included in the Joint Decoupling Proposal, which provide the 

Commission, the Consumer Advocale, and the HECO Companies the ability to review 

the performance of revenue decoupling and take steps to correct, suspend, or terminate 

the mechanism. Further, the Consumer Advocate has proposed, and the HECO 

Item number 1 in Section 28 of the HCEI Agreement refers to the two components of revenue decoupling; 
a sales decoupling mechanism and a revenue adjustment mechanism. 
'" The Decoupling Scoping Paper states on page 9 that: "If the regulator's objective is to encourage the use 
of renewable resources, decoupling is necessary to eliminate the disincentive of sales losses associated with 
renewable resources." 
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Companies have accepted, a number of additional safeguards for ratepayers. For 

example, the provisions would extend to each oflhe HECO Companies' next round of 

rate cases, at which time, upon Commission review and evaluation, the provisions may be 

extended, terminated or modified based upon evidence presented in those rate case 

proceedings. 

H. TOINT DECOUPLING PROPOSAL 

A. JOINT DECOUPLING PROPOSAL 

The revenue decoupling proposal contains two mechanisms consistent with the 

HCEI Agreement: 

(13 A Revenue Balancing Account ("RBA") Provision to implement 

sales decoupling, which breaks the link beiween sales and electric revenue; 

and 

(1) A Revenue Adjustment Mechanism ("RAM") Provision. 

Under sales decoupling, electric revenue is nol a function of sales. Instead, a 

Commission-approved base revenue requirement is set through a rale proceeding and the 

utility is allowed lo adjust its rates between rate cases lo recover that revenue 

requirement. A target revenue level would equal the base revenue requirement less 

revenue for fuel and purchased power expenses that are recovered either in base rales or 

in a purchased power adjustmenl clause and all revenue being separately tracked or 

recovered through any other surcharge or tracking mechanism. 

Sales decoupling requires that there be a process to capture the difference between 

the target revenue and recorded adjusted revenues collected", and to adjust rate levels 

'' Rectirded revenues collected would be adjusted in the same way as described for largei revenues except 
ihal ihe revenue excluded would also include revenue from ihe Energy Cost Adiuslment Clause. The 
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(through an adjustment clause) to make up the difference. Under the Joint Decoupling 

Proposal, a Revenue Balancing Account ("RBA") would be established to facilitate thai 

process. Details oflhe RBA are set forth in Exhibit "A" to this proposal. 

Under traditional ratemaking, sales increases between rate cases provided the 

utility an opportunity to recover the associated cost increases. However, selling target 

revenues that do not change between rate cases under sales decoupling provides no 

compensation lo the ufiiity for any inflationary pressures upon utility cosls or new 

infrastructure investments. Therefore, there is a need lo allow increases in target revenue 

levels each year. This is accomplished Ihrough a revenue adjustment mechanism, or 

RAM. Details of the RAM are set forth in Exhibit "B" to this proposal. 

B. SALES DECOUPLING 

Under the Joint Decoupling Proposal, the initial sales decoupling mechanism 

would begin wilh the establishment of Authorized Base Revenues, " which would be 

equal to the revenue requirements approved by the Commission in its interim decision 

and orders for each of the Companies' 2009 test year general rale case proceedings. The 

revenue requirements will be based on traditional cost-of-service ratemaking principles 

for each of the individual HECO Companies. Revenue balancing accounts ("RBAs") 

would be established to record the monthly differences between target revenues based on 

the approved interim revenue requirement for electric sales revenues^'^ in their 2009 test 

year rale cases and the adjusted recorded electric sales revenues. The RBAs, which 

Energy Cosl Adjustment Clause ("ECAC") automatically increases or decreases charges lo relied changes 
in the Companies' energy costs of fuel and purchased energy above or below the levels included in base 
rales. 
'" "Authori/:ed Base Revenues" is a term defined in greater detail within the RAM Provision lariff (Exhibit 

B), 
" The allocation oflhe revenue requirements to ihe remaining months in the year will be specified in the 
Companies' tariffs. The allocation will be based on ihe mWh sales forecast used as the basis tor the 
Companies' lest year 2009 rate cases. 
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would also be used to implement the RAM, are described below and in Exhibits "A" and 

"B". 

C. REVENUE AD.TUSTMENT MECHANISM ("RAM") 

The Rate Adjustment Mechanism ("RAM") Provision is designed to re-determine 

annual utility authorized base revenue levels, thus recognizing estimated changes in the 

utility's cost to provide service. If it is determined that annual utility Authorized Base 

Revenues should be decreased or increased, then the RAM Revenue Adjustment level 

applicable within the RBA Provision will be adjusted as set forth in the RAM Provision. 

The RAM Revenue Adjustments implemented under the RAM Provision will escalate 

and update the Company's approved base revenue requirement, reduced by any earnings 

sharing credits or major projecls revenue credits to customers. 

The "Authorized Base Revenue" will be the annual amount of revenues required 

for the utility lo recover its estimated operations and maintenance ("O&M"), 

depreciation, amortization and tax expenses for the RAM Period, as well as the retum on 

investment on projected rate base for the RAM Period (referred to as the "Rate Base" in 

the RAM Provision), using the ratemaking conventions and calculafions reflected within 

the most recent rate case Decision and Order issued by the Commission, quantified in the 

manner prescribed in the RAM Provision. The RAM Period is defined as the calendar 

year containing the Annual Evaluation Date (i.e., the date the utility makes its annual 

filing under the RAM mechanism). Since estimated O&M, depreciation, amortization 

and tax expenses, as well as the return on investment on projected rate base continues to 

increase even as the Commission considers on-going rate proceedings, an annual filing 

under the RAM Provision is expected to be filed during the lest year. 
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The components oflhe Company's revenue requirement that are subject to update 

and escalation through the RAM Provision include the revenue requirements associated 

wilh (I) changes in designated O&M expenses (referred to as "Base Expenses" in the 

RAM Provision), (2) the return on incremental investment in designated rale base 

components, (3) incremental depreciation and amortization expenses, and (4) changes in 

cosls due to significant changes in tax laws or tax regulations (Exogenous Tax Changes 

in the RAM Provision). 

O&M Expenses 

"Base Expenses" will be segregated between labor and non-labor amounts, with 

the labor component quantified for the RAM Period by application of the Labor Cost 

Escalation Rate that is reduced by the Labor Productivity Offset and the Non-labor 

components quantified for the RAM Period by applicafion of the Non-labor Escalation 

Rale. Tracked O&M expenses for fuel, purchased power, pension/other post employment 

benefits ("OPEBs"), integrated resource planning ("IRP")/demand-side management 

("DSM") or other rate adjustmenl provisions, will be carried forward into the RAM 

Period at the fixed amounts established in the most recent rate case proceeding, because 

any changes in these costs is accounted for separately in other cost tracking mechanisms. 

Base Expenses include the labor and non-labor operations and maintenance 

expense amounts approved by the Commission in the most recently completed rate case 

I J. 

where the test year was the Evaluation Period ,or alternatively as authorized by the 

Commission in its Tariff Order for the immediately preceding year RAM Period if the 

Evaluation Period was nol a test year. Base Expenses do not include any fuel, purchased 

The Evaluation Period is the historical twelve month period ending December 31. of each calendar year 
preceding the Annual Evaluation Dale. 
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power, IRP/DSM, pension, OPEBs, or Clean Energy/Renewable Energy Infrastructure 

costs that are subject to recovery through separate rate tracking mechanisms. 

The labor component will be quantified for the RAM Period by application of the 

Labor Cost Escalation Rale, reduced to account for the Productivity Offset lo labor 

expenses. The Labor Cost Escalation Rate will be the applicable annual percentage 

general wage rate increase provided for in currently effective union labor agreements for 

use in escalating wage and salary Base Expenses for both union and non-union 

employees lo determine revenue requirements for the RAM Period. In the event no union 

labor agreement exists for a RAM Period, the most recenfiy effecfive annual percentage 

general wage rate increase will apply. 

The annual Productivity Offset is fixed at 0.76% and will be subtracted from the 

Labor Cost Escalation Rate applicable to Base Expenses lo determine revenue 

requirements for the RAM Period. 

The Non-labor component will be quantified for the RAM Period by application 

oflhe Non-labor Escalation Rate. The Non-labor Cost Escalafion Rale will be the 

consensus estimated annual change in the Gross Domesfic Product Price Index 

("GDPPI") to escalate non-labor Base Expenses lo determine Authorized Base Revenues 

for the RAM Period. The GDPPI escalafion rate will be the consensus projection 

published by the Blue Chip Economic Indicators (Aspen Publishing) each January for the 

current RAM Period. No productivity offset is applied to the non-labor escalation rate. 

The GDDPI is a measure of national output price inflafion that already includes the 

impact of productivity and the application of a further producfivily offset would double 

count the impact of productivity. 

2477433,1 13 



Rate Base 

The Rate Base (for the RAM Period) will be the average net investment estimated 

for the RAM Period, including each of the elements of rate base reflected within the most 

recent rate case Decision and Order issued by the Commission, quantified in the manner 

prescribed in §2(0 of the RAM Provision. The Authorized Base Revenue associated with 

Rate Base will be determined by multiplying the applicable Return on Investment 

percentage rate times Rate Base. The Authorized Base Revenue associated with return 

on investment will include related income taxes on the equity components of such return. 

The quantification of Rale Base is specified in greater detail in §2(f) of the RAM 

Provision. In effect, the average rate base for the RAM Period (i.e., the Rate Base) will 

be the rate base for the rale case lest year, with adjustments for changes in only four 

components of rate base, including average (1) plant-in-service, (2) depreciation reserve 

(i.e., "Accumulated Depreciation"), (3) accumulated contributions in aid of construction 

("CIAC") and (4) accumulated deferred income taxes ("ADIT"). All other components 

oflhe rate base will remain the same as those in the preceding rate case test year rale 

base. 

The average plant-in-service amounl will be equal lo the average of (1) the actual 

plant-in-service balance as of the end of the year prior to the RAM Period (termed the 

"Evaluation Year"), and (2) the same year-end balance plus estimated plant additions for 

the RAM Period. Estimated plant addifions for the RAM Period will be .set at Baseline 

Capital Projeci plant additions plus Major Capilal Projects plant additions estimated to be 

in service by September 30"* of the RAM Period (based on the "approved" cosl estimates 

for such projects). 
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Baseline Capital Projects include the total amounts of capital investment 

completed and closed lo Plant in Service, excluding amounts related to Major Capital 

Projects. Baseline Capilal Projeci plant additions will be calculated based on the simple 

average of Baseline Capital Projects plant additions recorded in the immediately 

preceding five calendar years. 

Major Capital Projecls include capilal investment projects that require application 

and Commission approval to commit funds pursuant to Decision and Order No. 21002 

(Docket No. 03-0257) ("D&O 21002") "For Exemption From and Modificalion of 

General Order No. 7, Paragraph 2.3 (g), Relating to Capital Improvements."'^ However, 

if specific Major Capital Projects are to be included in the Clean Energy Infrastructure 

Surcharge, they will not be included within the RAM provision so as to avoid any double 

recoveries. 

Accumulated Depreciation at December 31 oflhe RAM Period is quantified by 

increasing the recorded balances at December 31 oflhe Evaluation Period by the amounl 

oflhe RAM Period depreciation and amortization expense amount. 

CIAC is quanfified by adding to the recorded balance at December 31 of the 

Evaluation Period an estimate oflhe net change for the RAM Period. The net change 

will be based on a simple average of cash and in-kind CIAC for the immediately 

preceding five calendar years for programs plus specific engineering estimates of any 

contributions for the Major Capital Projects that are added to rate base during the RAM 

Period. 

''' D&O 21002 revised Paragraph 2,3 (g) of General Order No. 7 to read "Proposed capital expenditures for 
any single projeci related to plant replacement, expansion or modernization in excess of $2,500,000 
excluding customer contributions, or 10 per cent oflhe total plant in service, whichever is less, shall be 
submitted to the Commission for review al least 60 days prior lo the commencement of construction or 
commitment for expenditure, whichever is earlier." 
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Accumulated Deferred Income Taxes is quantified by adding to the recorded 

balances at December 31 of the Evaluation Period the estimated tax effect oflhe 

depreciafion timing difference (i.e., difference between book depreciation and tax 

depreciation) on the Baseline Capital Projects and Major Capilal Projects added lo rate 

base during the RAM Period. 

Depreciation and Amortization Expenses 

Depreciation and CIAC amortization expenses will be quanfified for the RAM 

Period by application of Commission-approved accrual rates to the actual recorded Plant 

in Service (or other applicable) balances at the end of the Evaluation Period. 

Exogenous Tax Changes 

Exogenous Tax Changes include changes in tax laws or tax regulations that are 

esfimated to impact Authorized Base Revenues by $2,000,000 or more for HECO, or 

$500,000 or more for HELCO or MECO. 

Major Projects Revenue Credits 

Major Projects Revenue Credits are amounts that will be returned to customers as 

credits ihrough the RBA for the preceding year's authorized base revenue amounts 

(including inlerest at the rate described in the RBA Provision) associated with specific 

major projects that were not placed into service within the first nine months of the 

preceding RAM period. 

Earnings Siiaring 

Earnings Sharing Revenue Credits will be the amounts to be returned to 

customers as credits to through the RBA Provision, so as to implement the earnings 

sharing provisions percentages and procedures described in the RAM Provision. 

2477433.1 16 



As part of its annual filing, the Companies will prepare a calculation comparing 

the achieved return on average common equity for the Evaluation Period to the following 

earnings sharing grid, so as to determine any Earnings Sharing Revenue Credit that 

should be recorded against the RBA to effect the prescribed sharing of utility earnings 

above authorized levels: 

ROE at or below Ihe Authorized ROE 

First 100 basis points (one percent) over 
Authorized ROE 
Next 200 basis points (two percent) over 
Authorized ROE 
ROE exceeding 300 basis points (three 
percent) over Authorized ROE 

Retained entirely by shareholders - no 
customer credits 

25% share credit to customers 

50% share credit to customers 

90% share credit to customers 

The Authorized Return on Equity for this purpose will be the overall weighted percentage 

rate of return on equity capilal approved by the Commission in the most recenUy 

completed rate case. The proposed earnings sharing grid is asymmetrical, with no 

surcharges to customers if achieved ROE is below the authorized level. 

Earnings (as measured by ROE) achieved by each of the HECO Companies are to 

be calculated on a regulatory basis of accounting for each calendar year thai includes any 

RAM Revenue Adjustments. Ratepayers would then be credited with the revenue 

equivalent of ROE levels actually achieved within the sharing layers (after removal of 

any prior period RBA adjustments and roufinely disallowed costs). 

Ratemaking adjustments include expenses removed in the Company's initial 

filing as well as all ordered expense disallowances. Rale base elements and 

methodologies are defined by the most recent rale case, but shall be updated to reflect 
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current average investment balances for the year. Capital ratios and cosls rates will be 

retained as authorized in either the interim or final decision issued most recently in the 

Company's most recent rate case, and synchronized inlerest will be updated using 

methods employed in that last rate case. The resulting achieved return on equity at 

authorized revenue levels shall serve as the basis for any earnings credits to the RBA, 

after factoring up post-tax income amounts to pretax revenue equivalent values. 

Detailed supporting workpapers and electronic files will be submitted coincident 

with all filings made by the ufilifies. Any recorded revenues arising from out of period 

adjustments or prior year earnings credits shall be identified and removed in preparing 

earnings sharing calculations. The earnings monitoring and sharing report shall be 

accompanied by detailed supporfing workpapers, showing the quantification of achieved 

earnings and each ratemaking adjustmenl embedded therein. 

B. THE DECOUPLING AND RAM PROCESS 

Revenue Balancing Accounts 

The purpose oflhe Revenue Balancing Accounl ("RBA") is to record (1) the 

difference between the Company's target revenue and recorded adjusted revenue, and (2) 

monthly interest applied to the simple average oflhe beginning and ending month 

balances in the RBA. In addition, the recovery provision oflhe RBA Provision provides 

for collection or return of the calendar year-end balance in the RBA and recovery of the 

RAM Revenue Adjustment provided in the RAM Provision over the subsequent May T' 

through April 30'̂  period. 

For the purpose oflhe RBA, the largei revenue is the most recent Authorized 

Ba.se Revenue approved by the Commission in an interim or final decision and order in a 
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rate case, or the re-determined Authorized Base Revenue level calculated under the RAM 

Provision since the most recent rate case, adjusted to remove amounts for applicable 

revenue taxes. The target revenue will exclude revenue for fuel and purchased power 

expenses that arc recovered either in base rates or in a purchased power adjustment clause 

and all revenue being separately tracked or recovered through any other surcharge or rate 

tracking mechanism. 

The target revenue shall be revised to correct for any errors in the calculation of 

the RAM Adjustment for any previous period lo the extent that such errors are identified 

15 days prior to the implementation date specified in the RAM Provision. 

On or before February 28' , the Company will file with the Commission a 

statement of the previous calendar year-end balance in each RBA sub-account and the 

Authorized Base Revenue level for the current calendar year, along with supporting 

calculations. Both an amortization of the previous calendar year-end balance in the RBA 

sub-accounts and the RAM Revenue Adjustment will be recovered Ihrough separaie per-

kWh RBA rale adjustments, one for residential customers and one for commercial and 

industrial customers, respectively, over the 12 months from May 1 of the current calendar 

year to April 30 oflhe succeeding calendar year. The residenfial RBA adjustment will 

recover the previous calendar year-end balance in the residential RBA sub-account plus a 

share oflhe RAM Revenue Adjustment in the same proportion as the residential rate 

class' share of the total revenue requirement approved in the Company's most recent rale 

case. The commercial/industrial RBA adjustmenl will recover the previous calendar 

'̂  The Annual Evaluation Date provided in the RAM Provision. 
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year-end balance in the commercial/industrial RBA plus the balance oflhe RAM 

Revenue Adjustment that is not assigned to the residential RBA adjustment. 

Under the Joint Decoupling Proposal, separate target revenue levels would be 

established for residential customers and for a single collective group of commercial 

(including industrial) customers, and each oflhe HECO Companies would employ 

separate RBAs for residential customers and for commercial customers. For the purpose 

of calculating the monthly difference to record to the RBAs, recorded adjusted revenue 

will include revenue from regular and optional rate schedule charges plus revenue from 

any interim or final rate increase adjustments that are in effect. 

As explained in Exhibit "A", besides reflecting the accumulated monthly 

differences, the RBA will also reflect the accrual of interest at an annual rale equal to 6% 

(the same as that given on cuslomer deposits and specified in the HECO Companies' 

tariffs) - applied lo the simple average oflhe beginning and ending monthly balances. 

This is an annual simple interest rate (i.e., will apply one-twelfth of this rate per month). 

The esiiinated amounts in the year-end RBA balances will be billed to customers 

in an RBA rale adjustment that remains effective for a period of 12 months, from May l'̂ ' 

ihrough April 30'^ oflhe following year. By February 28th of each year, the Companies 

will nofify the Commission oflhe RBA year-end balances. 

Establisliment of RBA Provisions 

HECO has requested the establishment of a revenue balancing account ("RBA") 

lo record the monthly differences between the approved interim revenue requirement for 

electric sales revenues'^ in its 2009 test year rale case (target revenue) and the electric 

' The allocation of the revenue requirements to the remaining months in the year will be specified in the 
Companies' tariffs. 
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sales recorded adjusted revenues (the comparison will be made wilh revenues for fuel and 

I u 

purchased power expenses and other surcharges removed). The proposed RBA will be 

modified to reflect this Joint Decoupling Proposal. HELCO and MECO will file 

proposed similar RBA Provisions wilh their general rate increase applications for 2009 

test years. 

The initial tariff sheet filing is expected for HECO al the fime of the interim 

decision and order in the test year 2009 rate case. The RBA Provision would be 

applicable lo all rale schedules in place at the time the RBA Provision becomes effecfive. 

For illuslralion purposes, the RBA Provision (Exhibit "A") lists the rale schedules listed 

in HECO's presently effeclie rate schedules. Al that poinl the lariff filing will include 

only the monthly target revenue for the purposes of calculafing amounts to be attributed 

to the RBA accounts. By February 28, 2010, HECO would make a tariff filing under the 

RAM Provision lo be effective May 1, 2010. 

HECO would make subsequent lariff filings in February of each year to establish 

the target revenue for the calendar year based on the RAM Revenue Adjustmenl and to 

re-set the RBA rate adjustments for the calendar year based on clearing out the expected 

RBA balances al the end of the last calendar year plus recovering the RAM Revenue 

Adjustment for the current calendar year. The RAM Revenue Adjustment the test year 

for HECO would be designated interim and subject to refund in the event the 

Commission finds a lower authorized base revenue amount to be reasonable for the 2011 

test year. 

"* In its 2009 rate case (Docket No. 2008 0083). Rate Case Update, HECO T-1, pages 8-11, HECO 
proposed the establishment of an RBA lo be implemented upon the issuance of an interim order by the 
Commission. 
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In addition, HECO will make tariff filings when necessary during the year to re

set target revenues and lo re-set RBA rate adjustments for re-calculated RAM Revenue 

Adjustments based on issuance of interim or final decision and orders in pending rate 

cases. 

HELCO and MECO will follow the same notice procedures described above, 

commencing with an interim decision and order in their test year 2009 rate cases. The 

RAM Revenue Adjustmenl for 2012 or 2013 to coincide with the next HELCO and 

MECO rate cases would be designated interim and subject lo refund in the event the 

Commission finds a lower authorized base revenue amounl to be reasonable for those test 

years. 

MECO and HELCO have not yet filed their 2009 test year general rate cases and 

the Companies anticipate that the interim decision and orders for these rate cases will not 

be issued until 2010. With the issuance of these interim decision and orders, MECO and 

HELCO would be allowed, subject to timely filings of supporting calculations and 

workpapers, to apply the appropriate RAM indices to escalate the 2009 lest year revenue 

requirements approved in the interim decision lo reflect Authorized Base Revenues and 

RAM Revenue Adjustments for year 2010, which will then be used as the target revenue 

for 2010. Since such interim decision and orders are not expected until 2010, the initial 

target revenues for 2010 filed for HELCO and MECO should be based on the lest year 

2009 revenue requirement approved in the interim decision and order plus the appropriate 

RAM Revenue Adjustment for 2010. 

RBA Provision Filing Process 
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Similar to the IRP Cost Recovery Provision, the revenue decoupling mechanism (i.e., 

the RBA and RAM) is an automatic rale adjustment clause. Therefore, the HECO 

Companies will file the RBA and RAM lariff changes Ihrough tariff transmittal letters, as 

they file tariff changes for other automatic rate adjustment clauses. 

By February 28lh of the post test year (i.e., the RAM Period as set forth in the 

RAM Provision), HECO Companies will file a tariff with the Commission to implement 

the RBA rale adjustments in accordance with the RBA and RAM Provision. 

The Companies will provide the schedules and supporting documenlafion 

for the calculafion of the Earnings Sharing and RAM Revenue Adjustment as 

described in the RAM Provision, §1 & §2, along with the Company's calculation 

(with supporting documentation) of the historical 5-year average of baseline and 

major capital projects' plant in service and CIAC; and the Company's most recent 

sales forecast for the RAM Period. 

Notification of Target Revenue Requirement and RBA Rate Adjustments 

The filing of the RBA balance and RBA rale adjustments, incorporafing RAM 

Revenue Adjustments, will take the form of a tariff filing.'^ The data components to the 

filing are the RBA balances lo support the residential and commercial and industrial RBA 

rate adjustments, the Company's annual financial and RAM Revenue Adjustment 

schedules idenfified in §1 and §2 oflhe RAM Provision, and projected residenfial and 

commercial and industrial sales for the RAM Period. The HECO Companies will file 

' For SCE, the establishment and implementation of post test year revenue requirements is accomplished 
through an advice letter to change Preliminary Statements in its tariff. The advice letter is an informal 
request by a ulilily for Commission authorization to furnish service under rates, charges, terms or 
conditions other than those contained in the utility's tariffs then in effect, 'The advice letter process 
provides a quick and simplified review of the types of utility requests that are expected neither to be 
controversial nor lo raise important policy questions." California Public Utilities Commission, 
General Order 96-B, General Rules, Section 5.1. Matters Appropriate to Advice Letters. 
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tariff sheets that show the monthly allocation factors for the largei revenue for the 

calendar year and the applicable RBA rate adjustment in cents per kWh. Separaie 

monthly allocation factors and RBA rale adjustments will be presented for residential and 

commercial customers. In the filing, workpapers will be provided that support the 

derivation and calculation of the monthly allocation factors and the per kWh charges. 

Sources for this data will be actual financial reports used for ratemaking purposes 

and the interim or final decision and orders from the Companies' rate proceedings. 

Although the workpapers and computations should be straightforward as they will be 

based on an established method that is approved in the instant proceeding, the effective 

date of the tariffs will be 62 days after filing, providing adequate time for review" . As 

described in Sections 6-61-61 and 6-61-111 of the Hawaii Administrafive Rules, Title 6, 

Chapter 61, based upon the Companies' filed schedules, the Joint Decoupling Proposal 

provides for a 47-day review period"' following the February 28'^ Evaluation Dale.^" 

Thus, the Consumer Advocate and other parties will have up to the 15lh day before the 

May 1 effective date of the tariff to file any protests, hi the absence of any protests, the 

RBA rate adjustments, incorporating the RAM Revenue Adjustments, will go into effect 

on the May 1 effective date and the Commission shall confirm in its monthly Tariff Order 

the effectiveness of the Company's proposed lariff. As a further safeguard, the RBA 

mechanism provides that the target revenue shall be revised to correct for any errors in 

the calculation of the RAM Revenue Adjustmenl for any previous period to the extent 

that such errors are identified 15 days prior to the implementation dale specified in the 

RAM Provision. 

'" The effective date oflhe tariffs will be 63 days after filing if filed in a leap year. 
' ' The review period will be 48 days in a leap year. 
'̂  This is 15 days before the effective dale of proposed the RBA Rate Adjustment tariff.. 
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The Joint Decoupling Proposal calls for separate per kWh decoupling adjustments 

for residential and non-residential customers. The dollar value of such per kWh 

adjustments can be presented as a separate line item on the customer bill, can be 

combined with a particular bill component on the customer bill, or can be reflected within 

each bill component on the customer bill. The existing billing system cannot practically 

accommodate a line item for a decoupling adjustment for each bill component on the 

cuslomer bill, and even if it could, such a bill presentation would be unduly complex and 

likely confusing to most customers. The Joint Decoupling Proposal proposes to present a 

single decoupling adjustmenl as a separaie line item on the cuslomer bill for its simplicity 

and transparency. 

C ON-GOING REVIEW OF REVENUE DECOUPLING 

A number of review provisions are included in the HCEI Agreement, which 

provide the Commission, the Consumer Advocale, and the Companies the abifity lo 

review the performance of revenue decoupling and take steps to correct, suspend, or 

terminate the mechanism. They include the following: 

(1) The parties agree that the decoupling mechanism that will be implemented 
will be subject to review and approval by the PUC. 

(2) The Commission may review the decoupling mechanism at any time if it 
determines that the mechanism is not operating in the interests oflhe ratepayers. 

(3) The utility or the Consumer Advocale may also file a request to review the 
impact oflhe decoupling mechanism. 

(4) The Commission inay unilaterally discontinue the decoupling mechanism 
if it finds that the public interest requires such action. 

The Consumer Advocate and the Companies propose that the review oflhe 

continuation oflhe RBA and RAM provisions be undertaken in the Companies second 

round of rate cases, to occur in 2011 through 2013. 
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The Joint Decoupling Proposal contemplates a three-year sales decoupling cycle 

(if decoupling is continued after the initial period), i.e., where rate cases are filed for test 

years that are three years apart. However, because the three HECO Companies will all 

have the same starting test year for the rate case cycles and are supported by the same 

regulatory department and the same witnesses for certain testimonies, in order to 

minimize the need for resources and be able to submit rate case filings of the highest 

quality possible in the future, the rate cases after the 2009 test year would be staggered, 

so that three-year rate case cycles could commence thereafter. This will result in the 

filing of only one rate case per year after the initial round of 2009 test year rate cases. 

Hence, the scheduling of the next round of rate cases would be as follows: 

Company 
HECO 
MECO/HELCO 
MECO/HELCO 

Year of Filing 
2010 
2011 
2012 

Test Year 
2011 
2012 
2013 

The ability of HECO to refrain from filing a 2010 test year rate proceeding and wait unfil 

2011 for its next rate case will depend on the award issued for its 2009 test year rate case 

and the outcome of this Decoupling Docket. Should HECO determine that a 2010 rate 

case filing is necessary, the HECO Companies will revisit the timing and starling point 

for the proposed 3-year general rale case cycle. 

All parties reserve the right to initiate formal rate proceedings to replace and 

terminate the RAM at any time on a schedule other than as planned. The HECO 

Companies also acknowledge under their proposal that the Commission may unilaterally 

discontinue the decoupling mechanism if it finds that the public interest requires such 

action. 
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IH. CONCLUSION 

As a result of (1) their informal exchange of information focused on their 

preliminary proposals, (2) the exchange of information and concepts at the Technical 

Workshop, in response to the Scoping Paper and the questions posed therein, and in 

response to the information requests submitted on behalf of the Commission by NRRI, 

and (3) extensive discussions focused on resolving their remaining differences, the 

HECO Companies and the Consumer Advocate have developed this Joint Decoupling 

Proposal. 

The Joint Decoupling Proposal includes a sales decoupling mechanism, which 

will be implemented through a Revenue Balancing Accounl ("RBA"), and a Revenue 

Adjustment Mechanism ("RAM"). The purpose of the sales decoupling mechanism is to 

remove the linkage beiween utility sales and revenues, in order to encourage energy 

efficiency. The purpose of the Revenue Adjustment Mechanism is lo adjust revenues 

decoupled from sales to reflect estimated changes in revenue requirements between rate 

cases, which should help maintain the utility's financial integrity and ability lo invest in 

the infrastructure necessary to meet Hawaii's 70% clean energy objective, while 

maintaining reliable service lo customers. 

The Joint Decoupling Proposal is intended lo be consistent with the decoupling 

mechanism agreed to in the landmark Energy Agreement among the State of Hawaii. 

Division of Consumer Advocacy of the Department of Commerce and Consumer Affairs, 

and the Hawaiian Electric Companies. 

The HECO Companies and the Consumer Advocate are aware that the decoupling 

mechanisms are new in Hawaii, although they have been implemented in other 
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jurisdictions. Thus, the HCEI Agreement includes a number of proposed review 

provisions that have been included in the Joint Decoupling Proposal, which provide the 

Commission, the Consumer Advocate, and the HECO Companies the ability to review 

the performance of revenue decoupling and take steps to correct, suspend, or terminate 

the mechanism. Further, the Consumer Advocate has proposed, and the HECO 

Companies have accepted, a number of additional safeguards for ratepayers. For 

example, the provisions would extend to each oflhe HECO Companies' next round of 

rale cases, ut which time, upon Commission review and evaluation, the provisions may be 

extended, terminated or modified based upon evidence presented in those rale case 

proceedings. 

Another proposed safeguard is an Earnings Sharing mechanism under which 

ratepayers would share in revenue equivalents for actual return on equity ("ROE") levels 

achieved above the authorized ROE in increasing shares as the differential between 

achieved and authorized ROE increases in accordance with a proposed earnings sharing 

"grid." The proposed earning sharing grid is asymmetrical, with no surcharges to 

customers if achieved ROE is below the authorized level. 
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The specific tariff provisions included in the Joint Decoupling Proposal are (1) a 

Revenue Balancing Account ("RBA") Provision, as set forth in Exhibit "A", and (2) a 

Revenue Adjustment Mechanism ("RAM") Provision, as .set forth in Exhibit "B". The 

Consumer Advocate and the HECO Companies welcome the opportunity to explain these 

proposals to the other parties in the technical workshop .scheduled to occur in mid-April 

and ultimately before the Commission in the scheduled hearings in this Docket. 

DATED: Honolulu, Hawaii, March 30, 2009. 

lo.lOc^L,^ 
Thomas W. Williams, Jr., Esq. 
Peter Y. Kikuta, Esq. 
Damon L. Schmidt, Esq. 

Attorneys for 
Hawaiian Electric Company, Inc. 
Hawaii Electric Light Company, Inc. 
and Maui Electric Company, Limited 

ImA. 
Jon S. Itomura, Esc 
Lane H. Tsuchiyama, Esq 

Attorneys for 
Division of Consumer Advocacy 
Department of Commerce and Consumer 
Affairs 
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SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

EXHIBIT A 
PAGE I OF 3 

Schedule R • 
Schedule E 
Schedule G 
Schedule J 
Schedule H 

Schedule PS • 
Schedule PP • 
Schedule PT • 
Schedule F 

Schedule U 
Schedule TOU-
Schedule TOU-
Schedule SS 

Supplement To : 

• Residential Service 
• Electric Service For Employees 
• General Service Non-Demand 
• General Service Demand 
• Com.m.ercial Cooking, treating, Air 

Conditioning, and Refrigeration Service 
• Large Power Secondary Voltage Service 
• Large Power Primary Voltage Service 
• Large Power Transmission Voltage Service 
• Public Street Lighting, Highway Lighting 

and Park and Playground Floodlighting 
• Time of Use Service 
•R - Residential Time-of-Use Service 
•C - Commercial Time-of-Use Service 

- Standby Service 

Ail terms and provisions of Schedules R, E, G, J, H, PS, PP, PT, 
F, U, TOU-R, TOU-C, and SS are applicable except that the total base 
rate charges for each billing period shall be adjusted by the Revenue 
Balancing Account Rate Adjustments shown below: 

A: PURPOSE: 

The purpose o 
the di fferenc 
revenue and r 
to the sirr.pie 
the RBA. In 
for collectio 
and recovery 
Adjustment Me 
through April 
the Commissio 

f the Revenue Balancing Account ("RBA") is to record: 1) 
e between the Hawaiian Electric Com.pany' s (HECO' s) target 
ecorded adjusted revenue, and 2) m.onthly interest applied 
average of the beginning and ending month balances in 

addition, the recovery provision of this tariff provides 
n or return of the calendar year-end balance in the RBA 
of the RAM Revenue Adjustment provided in the Rate 
chanism ("RAM") Provision over the subsequent May 1''" 
30'̂'"' period. The RBA is established in accordance with 

n order in Docket No. 2008-0083. 

B: TARGET REVENUE: 

For the purpose of the RBA, the target revenue is the m.ost recent 
Authorized Base Revenue approved by the Public Utilities Commission 
(PUC), plus or minus the RAM Revenue Adjustm.ent calculated under the 
RAM Provision, adjusted to remove amounts for applicable revenue 
taxes. The target revenue will exclude revenue for fuel and purchased 
power expenses that are recovered either in base rates or in a 
purchased power adjustment clause and all revenue being separately 
tracked or recovered through any other surcharge or rate tracking 
mechanism.. The target revenue is allocated to separate RBA sub-

HAWAIIAN ELECTRIC COMPANY, INC. 
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SHEET NO. 
Effective 

7 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

83% 
31% 
05% 
86% 
41% 
3 6% 
70% 
03% 
83% 
95% 
36% 
31% 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

accounts, one for residential custom.ers and one for all corr.m.ercial and 
industrial custom.ers collectively, based on the approved rate design 
that imiplement s an approved revenue re qui rerr.ent from a rate case. 

The target revenue shall be revised to correct for any errors in the 
calculation of the RAM Revenue Adjustment for any previous period to 
the extent that such errors are identified 15 days prior tc the Annual 
implementation date specified in the RAM Provision.. 

Monthly Allocation Factors for the Target Revenue are as follows: 

Residential Commercial & Industrial 

January 
February 
March 
April 
May 
June 
July 
August 
Septemiber 
October 
Noverr.be r 
Decem.ber 

Total 100.00% 1 

These factors are based on the mWh sales forecast approved by the 
Commission in HECO's test year 2009 rate case and shall be updated in 
any subsequent test year rate case. 

C: BALANCING ACCOUNT ENTRIES: 

Entries to the RBA residential sub-account and commercial and 
industrial sub-account will be recorded monthly. A debit entry to the 
RBA will be made equal to the target revenue as defined in Section B. 
above, times the appropriate monthly allocation factor in the table 
above. A credit entry to the RBA will be miade equal to the recorded 
adjusted revenue. The recorded adjusted revenue is defined to include 
the electric sales revenue from authorized base rates, plus revenue 
from any authorized interim rate increase, plus revenue from any RBA 
rate adjustm.ent, but excluding revenue for fuel and purchased power 
expenses, IRP/DSM, any Commission Ordered one-time rate refunds or 
credits or other surcharges, and adjusted to remove air.cunts for 
applicable revenue taxes. 

Interest will be recorded monthly to the RBA sub-accounts by 
multiplying the simple average of the beginning and ending month 
balance in the RBA sub-account times the Interest Rate divided by 12. 
The Interest Rate shall be 6 percent. 

D: RECOVERY OF BALANCING ACCOUNT AMOUNTS: 

HAWAIIAN ELECTRIC COMPANY, INC. 

8 
7 
8 
7 
8 
8 
8 
9 
8 
8 
8 
8 

100 

4 0% 
27% 
00% 
68% 
17% 
37% 
68% 
08% 
72% 
7 5% 
2 6% 
4 2% 

0 0% 
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SHEET NO. 
Effective 

REVENUE BALANCING ACCOUNT ("RBA") PROVISION 

At the Annual Evaluation Date provided in the Rate Adjustment 
Mechanism Provision, the Com.pany will file with the Commission a 
statement of the previous calendar year-end balance in each RBA sub
account and the RAM Revenue Adjustment for the current calendar year, 
along with supporting calculations. Both an amortization of the 
previous calendar year-end balance in the RBA sub-accounts, adjusted 
for any Earnings Sharing Revenue Credits or Major Capital Projects 
Credits and the RAM Revenue Adjustm.ent will be recovered through 
separate per-kWh RBA rate adj ustments, one for residential custom.ers 
and one for comm.erciai and industrial custom.ers, respectively, over 
the 12 months from. May 1 of the current calendar year to April 30 of 
the succeeding calendar year. The residential RBA adjustm.ent will 
recover the previous calendar year-end balance in the residential RBA 
sub-account plus a share of the RAM Revenue Adjustment in the same 
proportion as the residential rate class' share of the total revenue 
requirement approved in the Company' s m.ost recent rate case. The 
commercial/industrial RBA adjustment will recover the previous 
calendar year-end balance in the comm.ercial/industrial RBA plus the 
balance of the RAM Revenue Adjustment that is not assigned to the 
residential RBA adj ustm.ent. 

E: REVENUE BALANCING ACCOUNT RATE ADJUSTMENTS: 

The RBA rate adjustm.ents are com.prised of the calculated values from; 
Section D above, adjusted to include amounts for applicable revenue 
taxes. The RBA rate adjustments are calculated based on the Company's 
forecast of mWh sales over the RBA rate adj ustmient recovery period. 

Effective May 1, 2010 to April 30, 2011 

Residential RBA Adjustm.ent 

Rate Schedules R, E, TOU-R 0.0000 C / kWh 

Commercial/Industrial RBA Adjustment 

Rate Schedules G,J,H,PS,PP,PT,F,U,TOU-C,SS 0.0000 C/kWh 

HAWAIIAN ELECTRIC COMPANY, INC. 
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REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM PROVISION 

ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC. 

Rate Adjustment Mechanism ("RAM") Provision 

Purpose 

This mechanism is subject to review and continuation, 
termination or modification in the utility's next base rate case 
proceeding, upon a showing by the utility and finding by the 
Commission that continuation or m.odif ication is appropriate. 
This mechanism is designed to determine the change in annual 
utility base revenue levels, recognizing certain estimated 
changes in the utility's cost to provide service. If, through 
the application of this mechanism, it is determined that annual 
utility base revenues should be decreased or increased, then the 
RAM Revenue Adjustment will be applied within the Revenue 
Balancing Account Provision. The RAM Revenue Adjustment 
established for RAM Period calendar year 2011 shall remain in 
effect until the Commission approves a base revenue level in the 
Company's 2011 test year rate application. 

Definitions 

a) The Annual Evaluation Date shall be the Date the Company 
will make its annual filing under this mechanism. The Annual 
Evaluation Date shall be no later than February 28, of each year 
commencing February 28, 2010. 

b) The Evaluation Period is defined as the historical twelve 
month period ending December 31, of each calendar year preceding 
the Annual Evaluation Date. The Evaluation Period is used 
solely to determine achieved earnings and any sharing of such 
earnings above the Authorized Return on Equity. 

c) The RAM Period is defined as the calendar year containing 
the Annual Evaluation Date. 

d) The Labor Cost Escalation Rate shall be the applicable 
annual percentage general wage rate increase provided for in 
currently effective union labor agreements for use in escalating 
wage and salary Base Expenses for both union and non-union 
employees to determine the RAM Revenue Adjustment for each RAM 

HAWAIIAN ELECTRIC COMPANY, INC. 
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REVISED SHEET NO. 
Effective January 1,2010 

RATE ADJUSTMENT MECHANISM 

Period. In the event no union labor agreement exists for a RAM 
Period, the most recently effective annual general percentage 
increase rate shall apply. 

e) The Non-labor Cost Escalation Rate shall be the consensus 
estimated annual change in the Gross Domestic Product Price 
Indicator ("GDPPI") to escalate non-labor Base Expenses to 
determine the RAM Revenue Adjustment for each RAM Period. The 
GDPPI escalation rate shall be the consensus projection 
published by the Blue Chip Economic Indicators (Aspen 
Publishing) each January for the current Rate Adjustment Period. 
In the event that the Blue Chip Economic Indicators forecast of 
the GDPPI is not available, the Consumer Advocate, Company, and 
other parties to the most recent rate case, with approval of the 
Commission, shall jointly select an alternative data source, or 
national economic index similar to GDPPI, as appropriate. 

f) The annual Labor Productivity Offset shall be fixed at 0.76 
percent (76/100 of one percent) and will be subtracted from the 
Labor Cost Escalation Rates applicable to Base Expenses to 
determine the authorized RAM Revenue Adjustment for each RAM 
Period. 

g) The Base Expenses shall be the labor and non-labor 
operations and maintenance expense amounts approved by the 
Commission in the most recently completed rate case where the 
test year was the Evaluation Period, or alternatively as 
approved by the Commission for the immediately preceding year 
Rate Adjustment Mechanism results if the Evaluation Period was 
not a test year. Base Expenses shall not include any fuel, 
purchased power, IRP/DSM, pension, Other Post Employment 
Benefits ("OPEB"), or Clean Energy/Renewable Energy 
Infrastructure costs that are subject to recovery through 
separate rate tracking mechanisms. 

h) The Major Capital Projects shall be those capital 
investment projects that require application and Commission 
approval under the Commission's General Order No. 7, but 
excluding those projects included in the Clean Energy 
Infrastructure Surcharge. 
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i) The Baseline Capital Projects shall be the total amounts of 
capital investment completed and closed to Plant in Service, 
excluding amounts related to Major Capital Projects. 

j) The Return on Investment shall be the overall weighted 
percentage rate of return on debt and equity capital approved by 
the Commission in the most recently completed rate case. 

k) The Authorized Return on Equity shall be the overall 
weighted percentage rate of return on equity capital approved by 
the Commission in the most recently completed rate case. 

1) The Exogenous Tax Changes shall be the changes in tax laws 
or regulations that are estimated to impact Authorized Base Rate 
Revenues by two million dollars ($2,000,000) or more. 

m)' The Rate Base shall be the average net investment estimated 
for the RAM Period, including each of the elements of rate base 
reflected within the most recent rate case Decision & Order 
issued by the Commission, quantified in the manner prescribed in 
part (f) of Section 2 of the Rate Adjustment Mechanism. 

n) The Authorized Base Revenue shall be the annual amount of 
revenue required for the utility to recover its estimated 
Operations & Maintenance, Depreciation, Amortization and Tax 
expenses for the RAM Period, as well as the Return on Investment 
on projected Rate Base for the RAM Period, using the ratemaking 
conventions and calculations reflected within the most recent 
rate case Decision & Order issued by the Commission, quantified 
in the manner prescribed herein. 

o) The RAM Revenue Adjustment shall be the difference between 
the calculated Authorized Base Revenue for the RAM Period and 
either: 1) the previous year's calculated Authorized Base 
Revenue; or 2) the revenue requirement approved by the 
Commission in an interim or final decision in the Company's 
general rate case, whichever is more recent. The RAM Revenue 
Adjustment determined by this RAM Provision is to be recovered 
through the RBA Provision commencing on May 1 and over the 
subsequent 12 months after May 1. 
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p) Earnings Sharing Revenue Credits shall be the amounts to be 
returned to customers as credits through the Revenue Balancing 
Account ("RBA") Provision, so as to implement the earnings 
sharing percentages and procedures described herein, commencing 
on May 1 of the calendar year containing the Annual Evaluation 
Date and over the subsequent 12 months after May 1. 

q) Major Capital Projects Credits shall be the amounts to be 
returned to customers through the Revenue Balancing Account 
Provision, to reduce the preceding year's RAM Revenue Adjustment 
{including interest at the rate described in the RBA Provision) 
for specific major capital projects that were not placed into 
service within the first nine months of the preceding RAM Period 
as expected. The Major Capital Projects Credits are to be 
refunded through the RBA Provision, commencing on May 1 of the 
calendar year containing the Annual Evaluation Date and over the 
subsequent 12 months after May 1. 

Rate Adjustment Mechanism 

The Company shall file with the Commission, the Consumer 
Advocate and each party to the Company' s most recent rate case 
proceeding, the schedules specified below: 

Evaluation Period Earnings Sharing: 

1 . For the twelve month period ending December 31, of each 
year (the "Evaluation Period"), with the filing to be made 
no later than February 28, of the year following the 
conclusion of the Evaluation Period. The schedules will 
include the following: 

a) Com.pany's recorded actual average net plant in service, 
accumulated deferred income taxes, inventory, working 
capital, and other rate base components. The schedules 
shall also show the utility's depreciation expense, 
operating and maintenance expense, income taxes, taxes 
other than income taxes, and other components of income 
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for return, revenues, and capital structure, cost of 
debt, overall cost of capital, and return on common 
equity in the format set forth in the final order 
establishing the Company's latest effective rates. 

b) All applicable accounting and pro forma adjustments 
historically required in annual reports filed with the 
Commission. 

c) Pro-forma adjustments to remove from recorded revenues 
any out-of-period Earnings Sharing Revenue Credits or 
Major Capital Projects Credits recorded during the 
Evaluation Period, and 

d) A calculation comparing the achieved return on average 
common equity to the following earnings sharing grid, and 
indicating the Earnings Sharing Revenue Credit that 
should be recorded within the Revenue Balancing Account 
to effect the prescribed sharing of earnings above 
authorized levels: 

ROE at or below the 
Authorized ROE 

First 100 basis points 
(one percent) over 
Authorized ROE 
Next 200 basis points 
(two percent) over 
Authorized ROE 
All ROE exceeding 300 
basis points (three 
percent) over 
Authorized ROE 

Retained entirely by shareholders 
- no customer credits 

25% share credit to customers 

50% share credit to customers 

90% share credit to customers 

RAM Period RAM Revenue Adjustment: 

2) The Company shall provide additional schedules indicating 
the following proposed RAM Revenue Adjustment calculations 
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applicable for the RAM Period using the methodology set 
forth below: 

a) The Base Expenses shall be segregated between labor and 
non-labor amounts and treated as follows: 

i. The labor component shall be quantified for the 
RAM Period by application of the Labor Cost 
Escalation Rate, reduced to account for the 
Productivity Offset to labor expenses. 

ii. The Non-labor components quantified for the RAM 
Period by application of the Non-labor Escalation 
Rate. 

iii. Tracked O&M expenses for fuel, purchased power, 
pens ion/OPEBs, IRP/DSM or other rate adjustment 
provisions are to be carried forward for the RAM 
Period at the fixed amounts established in the 
most recent rate case proceeding. 

b) Depreciation and amortization expenses shall be 
quantified for the RAM Period by application of 
Commission-approved accrual rates to the actual recorded 
Plant in Service balances at the end of the Evaluation 
Period. 

c) The Authorized Base Revenue required for Rate Base shall 
be determined by multiplying the applicable Return on 
Investment percentage rate times Rate Base. The 
Authorized Base Revenue associated with return on 
investment shall include related income taxes on the 
equity components of such return. The quantification of 
Rate Base is specified in greater detail in part (f) of 
this Section 2. 

d) The Authorized Base Revenue impact of any Exogenous Tax 
Changes shall be included in the RAM Period calculation 
of Authorized Base Revenues. 

e) Revenue taxes shall be adjusted to account for the change 
in parts (a) through (d) of this Section 2. 

f) Rate Base for the RAM Period shall be quantified as 
follows: 

i. Plant in Service, Accumulated Depreciation, 
Accumulated Deferred Income Taxes and 
Contributions in Aid of Construction ("CIAC") 
shall be a two-point average of actual recorded 
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balance sheet data at December 31 of the 
Evaluation Period, plus projected values at 
December 31 of the RAM Period determined as 
prescribed in parts (ii) through (v), below. 

ii. Plant in Service shall be quantified by adding to 
the recorded balances at December 31 of the 
Evaluation Period, the sim.ple average of Baseline 
Capital Projects plant additions recorded in the 
immediately preceding five calendar years, plus 
the estimated cost of completed Major Capital 
Projects that are anticipated to be in service by 
September 30 of the RAM Period. The cost of 
Major Capital Projects shall be limited to the 
dollar amounts previously approved by the 
Commission. 

iii. Accumulated Depreciation at December 31 of the 
RAM Period shall be quantified by increasing the 
recorded balances at December 31 of the 
Evaluation Period by the amount set forth in 
Section 2 part (b) above. 

iv. CIAC shall be quantified by adding to the 
recorded balance at Decem.ber 31 of the Evaluation 
Period an estimate of the net change for the RAM 
Period. The net change shall be based on a 
simple average of cash and in-kind CIAC for the 
immediately preceding five calendar years for 
programs (i.e., numerous low cost capital 
projects) plus specific engineering estimates of 
any contributions for the Major Capital Projects 
anticipated to be in service by September 3 0 of 
the RAM Period, 

v. Accumulated Deferred Income Taxes shall be 
quantified by adding to the recorded balances at 
December 31 of the Evaluation Period the 
estimated tax effect of the depreciation timing 
difference (i.e., difference between book 
depreciation and tax depreciation) on the 
Baseline Capital Projects and Major Capital 
Projects added to rate base during the RAM 
Period. 
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vi. Working Cash and all other elements of rate base 
not specifically addressed above shall be fixed 
at the dollar amount approved by the Commission 
in the last rate case Decision & Order. These 
elements of rate base shall be held constant 
until revised by a Commission Decision & Order in 
a subsequent general rate case. 

Evaluation Procedures 

Complete, indexed workpapers and electronic files supporting 
the RAM Adjustment Schedules shall be provided to the 
Commission, the Consumer Advocate and all other parties to the 
Utility's most recent rate case proceeding, coincident with 
the date of filing. The Company will be prepared to provide 
supplemental information as may be requested to ensure 
adequate review by the Commission, Consumer Advocate or other 
parties. The Consumer Advocate and the other parties may 
propose any adjustments determined to be required to bring the 
schedules into compliance with the above provisions and will 
work collaboratively to reach agreement on any proposed 
adjustments. As described in Sections 6-61-61 and 6-61-111 of 
the Hawaii Administrative Rules, Title 6, Chapter 61, based 
upon the Company' s filed schedules and in the absence of any 
protests submitted by the Consumer Advocate or other parties 
not later than 15 days before the May 1 effective date of the 
RBA Rate Adjustments described in the RBA Provision tariff, 
the RBA Rate Adjustments incorporating the RAM Revenue 
Adjustment shall go into effect on the May 1 effective date 
and the Commission shall confirm in its monthly Tariff Order 

. the effectiveness of the Company's proposed tariff, so as to 
achieve the revenue levels approved for both the Evaluation 
Period and RAM Period. 

Notice 

Notice of the annual Rate Adjustment Mechanism filing shall be 
provided to all affected customers of the Utility in 
accordance with the provisions of this section by publication 
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in newspapers of general circulation within 30 days and by 
including notification with its billing statements within 60 
days after the Company m^akes its annual filing pursuant to 
this tariff. The notice to customers shall include the 
following information: 

a) A description of the proposed revision of revenues and 
Earnings sharing credits; 

b) The effect of the proposed RAM Revenue Adjustment on the 
rates applicable to each customer class and on the 
typical bill for residential customers; and 

c) The Company's address, telephone number and website where 
information concerning the proposed RAM Revenue 
adjustment may be obtained. 
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